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. . Nov 2 1 1989 

Dear Applicant: 

We have considered your application for recognition of 
exemption from federal income tax under section 501(c)(7) of the 
Internal Revenue Code. 

The information provided indicates that you were incorporated 
under the laws of ************** on *****************. According 
to your Articles of Incorporation, you were organized to acquire, 
construct, own, hold and operate social and recreational facilities 
exclusively for the pleasure, recreation and other nonprofitable 
purposes of your members, including without limitation facilities 
for tennis, racquetball, swimming and horseback riding. 

You have represented that your facilities are currently owned 
by a real estate developer. You presently lease the facilities 
for *** dollar per year. You state that the facilities will be 
sold to the Club in the future. +At that t&me ownership of the 
facilities will passed to the Club and the facilitika will be used 
exclusively for,the recreation and pleasure of members. 

Your Bylaws indicate the affafps of the Club are 
controlled by the developef. Control aver.the Club's affairs 
manifest itself in the fact that the developer has the power to 
appoint the majority of members on the Board of Directors. The 
developer also determines the amount charged for initiation fees, 
along with collecting and retaining the fees until the facilities 
are completely built and all costs repaid by the Club. 

Section 501(c)(7) of the Code provides for the exemption from 
federal income tax of nclubs organized for pleasure, recreation, 
and other nonprofitable purposes, substantally all of the 
activities of which are for such purposes and no part of the net 
earnings of which inures to the benefit of any private 
skiareholder. 

Secti~li 1.501 (c) (7) -1 (a) of the Income Tax Regulations 
provides t;:at the exemption provided by section 501(a) for 
organizations described in section 5Ol(c)(7) applies only to clubs 



********************** 

which are organized' and operated exclusively 'for pleasure, 
recreation, and other nonprofitable purposes,,but does not apply to 
any club if any part of its net earnings inures to the benefit of 
any private shareholder.' , - ,  ' -  ., I I 

, . < ,  , ,  

Revenue Ruling 65-219, 1965-2 C.B. 168, provides that a club 
which is operated under an agreement with its resident agent 
whereby he controls the size of the club membership, the amounts of 
initiation fees and annual club dues, and retains all initiation 
fees and 90 percent of dues and transfer fees in return for the 
exclusive use of the swimming pcol which he owns and operates is 
not exempt from federal income tax under section 501(c)(7) of the 
Code. The agreement permitted the club to use the property as a 
licensee for a period of 20 years. In addition to undertaking the 
expense of constxucting the pool, the licensor agraed to pay for 
the support and mainte~ance of the pool, and to furnish personnel 
necessary for its efficient operation. The Rev. Rul. concluded 
that the arrangement in this case went beyond the normal management 
contract whereby a club is saved the burden of administrative 
details by paying a reasonable rental to an outside operator in the 
form of a share of the receipts. Accordingly, it was held that the 
club is operated as a commercial venture for the financial benefit 
of the licensor and was not exempt under section 501(c)(7) of the 
Code. 

In your case, the developer\will control the operations of the 
club prior to the transfer of facilities to you through its power 
to appoint the majority of the members of yoyr Board of Directors, 
along with collecting.and retaining initiation fees. As such, the 
club will be operated for that period of time as an integral part 
of a commercial venture of the developer. Therefore, you are 
operated for the financial benefit of the developer and are not 
operated exclusively for the pleasure and recreation of members. 

Accordingly, we conclude that you do not qualify for 
recognition of exemption from federal income tax under section 
501(c)(7) of the Code and are required to file federal income tax 
returns. 

You have the right to protest this ruling if you believe it is 
incorrect. To protest, you should submit a statement of you views, 
with a full explanation of your reasoning. This statement, signed 
by one of your officers, must be submitted within 30 days from the 
date of this letter. You also have a right to a conference in 
this office after your statement is submitted. You must request 
the conference, if you want one, when file your protest statement. 
~f you are to be represented by someone who is not one of your 
officers that person will need totfile a proper power of attorney 
and otherwise qualify under our Conference and Practices. 
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and o therwise  q u a l i f y  sc:3er bur conference knd P r a c t i c e s  
Requi cements. 

I f  w e  do not  hea r  from you wi th in  30 days,  t h i s  r u l i n g  w i l l  
beco:?e f i n a l  and copies  w i l i  be? forwarded t o  your key District 
Direc2or.  ? 'hereafter,  any ques, t ions about  your f e d e r a l  income t a x  
s t a t u s  should be addressed t o  t h a t  o f f i c e .  

When submi t t ing  a d d i t i o n a l  letters wi th  r e s p e c t  t o  t h i s  ca se  
t o  thz I n t e r n a l  Revenue Yenrice, You w i l l  exped i t e  t h e i r  r e c e i p t  by 
*** ing  t h e  fol lowing symbols on t h e  envelope: ********** ***** 
****. These Symbols do n o t  r e f e r  t o  your c a s e  b u t  r a t h e r  t o  i t s  
loca tzon .  

S ince re** ***  s  
(siaea * * * * * *  ** 

*****  * *  *****   
Chief,  Exempt,Organizations 

Rulings Branch 2 
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